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COVID-19-h i 44-opju Upguwjujul yuwmtipuqih wqptignipyniip <wjwumwith
wyhnwlwi yupmph ypw
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Withnthwghp, Ntnwjub yupopp yhnnipjub minbuwut puqiugupnipyut hpugnpddwbp Guyjuunnn,
pniotinughtt jupquynpiwd juplnpugnyyd gnpdhpltinhg dtlya E: Ntnwlub yupmph dwuppuyp b ppu
hwpuwptipuygnipyniipn <GU-ht hwdwpynid £ dwpnnimbuwut juplinpugnyt gniguihpitiphg dtlp, wyn huy
wumbawnny whpinhuwm hpoyny hpujutugynid £ ytimwud wyupmph junugupiwd phuljiph giwhwwmnid
htmuqu puyitiph yWubuwynpnid: 2020p. Covid-19 hudwtwpwjp b Upgwhywb 44-opjwu wyunbpuquip
Unpplipwtih W wy) glipmtipniggnibiitiph ntd 4t ytwu hwugptightt <ugyuwuwmwth b Upguwpih mbntiunggnibiittphb,
niunh whhpwdtymnipynih £ wnwewtnid Yhpniotint npubg wgntignipnibp whwmwlubh wyupmph Jpu:

Unyb hnpjwonid dipuyugynid £ junuwyjwpnigjubl wwpwph pliop piinipugpnn gnigubihpitiph nhundthfub,
wuwpwph wnpodotih Juouwjupiwbd nphutipp b gpubip pnipwgnnn gnigubhpbbtpp, npnip hwydunyy G
dhpwqquytinptii pinniijud tnubwlutipny:

2020p. phipwgpnid hudwbwpwyh b yumbipuqih unghwpujut b mbntuwut htmbwbpbtpp hwnpwhwpbn.
hwdwnp Junwjwpnipnibn tipgnuygtig tnp wupmp: Wuwhuny 7.4% wmbwmbtuwub wiiuwb guydwbbbpnod
Junwjupnipjubd wyupup/<KGU hwpuwpbpulgnipniip Juqditg 63.5%, npp jupwjwnpnipnibp wtwp L thnpatip
jugtglty hwenpnnn 5 mwphbtiph ppwgpnid: 2021 pyuyuih thtmpjuphtt junujwpniniip mbnbuwub
Unpniumbtipp  Yytpuubqbne hwdwp pnqupyt; £ 750 hhnt pomuph  typnuupumumndutip:: Qpuwhuny,
whnwljul yupmp/KGHE hwpupbpuygnipyniap Juqdty £ 60,3%, htsp pugujuithh dnun £ wyyuipumph ptadhb:
Pwlwh pwnlp’ wbnwluwb wwpmp, Junibnipnid, wwpnp/<TE, wninuungpnyp, tnpuowpdtp,
Ytpudhimbuwnpiwd nhuly, hoiwbwpul, wyumbpuqu:
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AnHOTanusi. ['ocyjapcTBEHHBIN JOJT SBISIETCSI OJAHUM W3 BRKHEHIIMX WHCTPYMEHTOB OIO/PKETHOTO PEryJIMPOBAHMUS,
KOTOPBIH CIIOCOOCTBYET pean3aliiy ToCy1apCTBEHHONH 9KOHOMHYECKOW CTpaTerui. ¥ pOBEHb I'OCYIapCTBEHHOTO J10JITa
u ero orHoueHne Kk BBII cunraercss oMHUM M3 BaKHEHIINX MAaKPOAKOHOMHYECKUX IIOKa3aTeleH, II03TOMY IOCTOSIHHO
MIPOBOJIUTCS OLIEHKA PHCKOB YIPABJICHHUS TOCYJAPCTBEHHBIM JOJITOM W IDIAHAPOBAHUE AAaTbHEHUIINX MIaroB. DIHAICMUS
Covid-19 u 44-mHeBHAs apraxckas BOHHAa HpoTWB A3sepOaipkaHa W Ipyrux cBepxaepkaB B 2020 romy HaHeCTH
OouibIION yIepd SKOHOMHUKE ApPMEHHM M Aplaxa, O3TOMY HEOOXOJMMO MPOAHAIM3UPOBATH HMX BIMSHHE Ha
rOCYAAPCTBEHHBIN JOIT.

B nmaHHOHN cTarhe mpezacraBieHa AMHAMUKA IOKasaTelield JOJrOBOM HAarpy3Kd IOCYAapcTBa, PUCKM M II0Ka3aTeiad
YIIPaBJICHUS JOJITOBBIM IOPT(EIEeM, PaCCUNTAHHBIX 10 MEXIYHAPOAHO-IPU3HAHHBIM METOIUKAM. U

B 2020 romy mnpaBUTENbCTBO B3SO0 HOBBIA JOJIT JJIS TPEOJOJICHUS COIMATBLHO-3KOHOMHYECKUX MOCIEICTBUI
SIHUIECMHUM, BOWHBI. TakuM 00pa3oM, B YCIOBHSX DKOHOMHYECKOro cmama Ha 7,4% coorHouienune rocaonr/BBIT
cocTaBmiIo 63,5%, KOTOpOe MPaBUTENBCTBO JOJDKHO OBIIO MONIBITATHCS CHU3UTH B Ouvpkaiimme 5 set. B gespane 2021
rofa IIPaBUTENBCTBO BBITYCTHJIO €BpoOOIMranmu Ha cymmy 750 MWIIJIMOHOB JAOJUIApPOB JJIsl  BO3MEICHUS
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SKOHOMHYECKHX MOoTepb. TakuMm obpa3zom, otHomeHne rocaonra Kk BBII coctaBuno 60,3%, 9yTo 1ocTaTOYHO ONHM3KO K

MOPOTY JOJTa.

KioueBbie ci10Ba: rocyJapcTBEHHBIM JONT, CTaOWIBHOCTH, 10ir/BBII, mporeHTHas craBka, OOMEHHBIH KypC, PUCK

pedrHaHCUPOBaHMUS, SITUIEMHSI, BOIHA.

Research Methodology

The analysis was carried out through a
comparative analysis comparing public debt
indicators before and after the Covid 19 and 44-day
Artsakh war. The methodology developed by the
IMF was used to assess the risks inherent in the
public debt portfolio[12].

Interest rate risk. Interest rate risk refers to
the vulnerability of the debt portfolio, and the cost
of government debt, to higher market interest rates
at the point at which the interest rate on variable rate
debt and fixed rate debt that is maturing is being re-
priced.

The weight of the fixed interest rate debt in
total debt
D {lx
> D

Where dtf " is the share of fixed interest rate

debt in the debt portfolio, th  is fixed interest rate
debt, D; is a total debt.
Amount of the debt stock refixing the interest
rate in a particular period t
D% =Dy + 4]
Where Df

A{ principal or amortization repayments of fixed-
rate debt falling due in period t

Refinancing (roll-over) risk.

Average time to maturity. This indicator
measures the weighted average time to maturity of
all the principal payments in the debt portfolio. It is
computed as:

_ ZEa(And)
ATMe= S @
where AT M, is the average time to maturity of debt
portfolio, A; = tt" period principal payment in the
portfolio. ATM; shows how long it takes on
average to rollover the debt portfolio. A shortening
of this indicator suggests that the portfolio is being
rolled over more frequently and therefore is more
exposed to refinancing shocks.

Foreign exchange rate risk. FX risk relates to
the vulnerability of the debt portfolio, and the
government’s debt cost, to a
depreciation/devaluation in the external value of the
domestic currency. The following indicator provide
a measure to the exposure to this risk:

Ratio of foreign currency debt to total debt

pl*

df* =10

d[ix —

is total wvariable rate debt,

where dtf ¥ is the share of foreign currency debt

in the debt portfolio. D{ s foreign currency debt

Analysis

The Government debt of the RA in 2000 was
39.8% of GDP, this indicator decreased to 14.5% in
2007. In these years Debt increased by 29.3%, but
as a result of double-digit real GDP growth the debt
/ GDP

ratio decreased. Large financial resources were
injected into the economy due to the state budget
deficit to mitigate the effects of the financial and
economic crisis 2008-09. Thus, the Government
debt of the Republic of Armenia increased almost
twice, and the GDP decreased by 14.1%, as a result
of which the debt / GDP ratio increased by almost
20 percentage points. Debt / GDP growth was
modest in 2010-2013. The government debt / GDP
ratio increased sharply in 2014-2016. The
government widened the state budget deficit to
prevent the economy collapse as a result of the
collapse of the Russian economy, the devaluation of
the ruble, the fall in commodity assets, including
copper prices. In 2016 compared to the 2013, the
Government debt of the Republic of Armenia
increased by about 59%. As a result that, the debt /
GDP ratio exceeded 50% and amounted 51.9%,
which led to the limitation of the budget deficit (by
3% of GDP in the last three years). 2017 The debt /
GDP ratio increased by 1.8 percentage points to
53.7%. Which prompted the application of the new
fiscal rules [1].

In 2018, the Government debt/GDP ratio of the
Republic of Armenia decreased by 2.4 percentage
points to 51.3%. The decrease in the index was
registered on the one hand due to the fiscal
consolidation planned by the Government of the
Republic of Armenia, and on the other hand due to
the implementation of a more restraining policy than
expected, as a result of which the primary budget
balance was 0.6% of GDP. In 2019 The debt / GDP
ratio decreased by 1.2 percentage points to 50.1%.
The main reason was the 7.6% growth of real GDP
instead of the forecasted 5.4%. To overcome the
socio-economic consequences of the epidemic and
44 day war, and for the repayment of the $ 700
million Eurobonds issued in 2013, the government
borrowed new debt in 2020. Thus, in the conditions
of 7.4% economic downturn, the government debt /
GDP ratio was 63.5%, which the government should
reduce in the next 5 years. In February of 2021 the
government issued $ 750 million worth of
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Eurobonds to repair economic losses [3]. Thus, the
government debt / GDP ratio decreased to 60.3%,
which is quite close to the debt threshold.

In order to effectively manage the Government
debt portfolio, it is necessary to identify and assess
the risks inherent in the debt portfolio of the
Government of the Republic of Armenia. That is
why the debt management strategy of the
Government of the RA sets benchmarks for debt
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portfolio risks [6] In the strategic plans of
Government Debt Management (2018-2020) and
(2019-2021) the government had set the same
benchmarks [5]. However, taking into account 2020
. However, taking into account the events of 2020,
the government set the exchange rate risk indicators
at least 25% in the 2021-2024 debt strategic plan,
instead of the previous 20% [8].

Chart 1. Dynamics of the RA Government Debt, 2000-2021
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Source: MF of RA [3-11] and author's calculations

Table 1. R4 Government Debt Portfolio 2019-2021 landmark indicators (2021-23 Benchmark indicators)

Benchmark 2019 2020 2021
Refinancing risk
Average repayment period 811 years 9.1 8.7 8.3
years years years
Proportion of government treasury
bonds (GTB) repaid in the next year in | maximum N o o
the volume of GTBs (at the end of the 20% 12.7% 11.5% 10.5%
year)
Interest rate risk
The weight of the fixed interest rate at least o o o
debt in total debt gov, | 538% | B04% | 82.9%
Exchange rate risk
The share of domestic debt in total debt 202;/t lfzass«t)/ ) 22.5% 2549 29 4%
(] o
The share of debt in AMD in total debt 202;/t lzrzass(ty : 20.8% 24 4% 28.8%
(1] (1]

Sourse: MF of RA [3-11]

Let’s Introduce each risk separately

Refinancing risk

Refinancing risk captures the exposure of the
debt portfolio to unusually higher interest rates at
the point at which debt is being refinanced; in the
extreme, when this risk is too high debt managers
are unable to roll over maturing obligations [12].

and author's calculations

Refinancing risk is assessed through the size of the
average maturity, the share of short-term debt in the
total debt, and other risk indicators. The average
repayment period of government debt during the last
three years and the rates of government bonds
repaid during the first year correspond to the
guideline rates. The weight of bonds repaid during
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the first year in 2017 was 19.1%, which was close to
the benchmark, but in the last three years it has been

steadily declining and in 2020 it was 11.5%, and in
2021. 10.5% which is quite far from the risk zone.

Table 2. RA Government Debt Refinancing Risk Indicators for 2017-2021

2017 | 2018 | 2019 | 2020 | 2021

Average government debt repayment period (year) 9.0 8.7 9.1 8.8 8.4
Weight of the Government debt repaid within one year (%)

5.3 5 7.0 5.8 5.6

Structure by remaining average maturity(%)

100 100 100 100 100

Short term (up to 1 year)

3.0 2.6 4.4 3.1 3.1

Medium term (1-5 years) 23.5 | 22.7 164 | 279 | 273
Long-term (more than 5 years) 73.5 | 74.6 79.2 | 69.0 | 69.6

Proportion of government treasury bonds (GTB) repaid in
19.1 | 13.1 12.7 11.5 10.5

the next year in the volume of GTBs (at the end of the year)

Sourse: MF of RA [3-11] and author's calculations

The average repayment period of the RA
Government debt in 2017 was for 9 years, in 2020:
8.8 years, and in 2021: 8.4 years, which is in
manageable range. Refinancing risk is lower when
the share of short-term debt is lower. Thus, the share
of short-term debts in 2017-2021 fluctuated in the
range of 2-4.4%, and the share of long-term debts
decreased by 10.2 percentage points compared to
2019 and amounted to 69%.

The actual data of the above indicators show
that in recent years, despite the changes, the
refinancing risk is in the manageable range.

Interest rate risk

Interest rate risk refers to the vulnerability of
the debt portfolio, and the cost of government debt,
to higher market interest rates at the point at which
the interest rate on variable rate debt and fixed rate
debt that is maturing is being re-priced [12]. From
an interest rate risk management perspective, it is
important to limit the growth of floating interest rate
debt with. The share of fixed interest rate debt was
80.4% in 2020 instead of 86.5% in 2017, but in
2021 it increased to 82.9%. Thus, in 2020 it was
close to the benchmark, but as a result of the
government's actions it rose again

Table 3. The share of RA Government Fixed and Floating Debts

2017 | 2018 | 2019 | 2020 | 2021

Structure by interest rate(%) 100 | 100 | 100 100 | 100
Fixed 86.5 | 85.0 | 83.8 | 80.4 | 82.9
Floating 135 | 150 | 162 | 19.6 | 17.1

(years)

Average time to refixing of the debt portfolio

7.5 7.1 7.4 | 7.1 7.2

interest rate in one year(%)

Share of debt in the debt portfolio refixing the

18.6 | 19.8 | 23.6 | 25.7 | 22.2

Sourse: MF of RA [3-11] and author's calculations

The average time to refixing of the Government
debt in 2020, compared to 2017, decreased to 7.1
years instead of 7.5 years, and in 2021 it increased
slightly and amounted to 7.2 years. A decrease in
this indicator increases the interest rate risk. In
2020, the share of the Government debt refixing the
interest rate in one year(%), increased to 25.7%, but
in 2021 it decreased to 22.2%. For the floating
interest rate loans, the basis for calculating service
costs is the LIBOR interest rate (the average 6-
month USD LIBOR rate in 2017 was 1.5%, in 2018

-2.5%, in 2019 - 2.32%, in 2020 - 0.76%, in 2021 -
0.21%) [14]. The amount of this indicator is directly
proportional to the amount of interest payments.

Thus, interest rate risk indicators show that
although the interest rate risk is in management
range, the risk has been increasing in recent years.

Exchange rate risk

FX risk relates to the vulnerability of the debt
portfolio, and the government’s debt cost, to a
depreciation/devaluation in the external value of the
domestic currency.
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Analising the monetary indicators of the
foreign debt of the Government of the Republic of
Armenia, we notice that depending on the change in
the exchange rate, the percentage changes of the
debt expressed in drams-dollars do not occur evenly.
For example, in 2020 the foreign debt expressed in
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drams increased by 15.2%, and the dollar debt
increased by 5.7%, at the same time in 2021 the
foreign debt expressed in drams increased by
1.57%, and the debt expressed in USD increased by
10.5%.

Chart 2. The External debt of the Government of Armenia
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In 2020, the domestic debt of the Government
of the Republic of Armenia was 25.4%, which is 4.7
percentage points more than in 2017. In other
words, if the domestic debt ratio in 2017 approached
the risk point, in 2020 it has already strengthened in
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the management range, as a result of which the
government in 2021 set a new benchmark of 25%
[8]. In 2021, domestic debt increased to 29.4%,
which has a significant impact on debt
sustainability.

Chart 3. The structure of the RA government debt by residence and by currency
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The Government debt borrowed in AMD
amounted to 18.4% in 2017, and in 2018 19.1%,
which was in the risk range according to the debt
strategic plan. However, in 2019 the index was
20.8%, which is a positive shift in terms of risk

management, and in 2020 the share of debt in AMD
continued the growth to 24.4%, but it was still
below the new benchmark. In 2021, the debt
borrowed in AMD increased to 28.8%, which is
already higher than the benchmark.

107



Chart 4. The structure of the RA government debt by currency
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Source: MF of RA [3-11], author's calculations

In 2020 the share of debt in dollars decreased
by 5.6 percentage points, and in 2021 it increased by
3.3 percentage points. The share of debt with SDR
increased by 2 percentage points in 2020, and
decreased by 4.9 percentage points due to the nature
of foreign credit operations during the 2021.

The study of indicators shows that in recent
years there has been exchange rate risk, but in 2019-
20 the indicators have improved, and in 2020 the
epidemic and the war forced the government to raise
benchmarks to reduce debt management risks.

Conclusions

Thus, despite the fact that the government debt
/ GDP ratio was declining in 2017-19, due to the
fiscal consolidation planned by the Government of
the Republic of Armenia and implementation of
more restrictive policies, progressive economic
growth, in 2020 government debt / GDP ratio, due
to the epidemic and 44-day Artsakh war, increased
to 63.5%. which the government should reduce in
the next 5 years according to the the new fiscal
rules. In February 2021, the government issued $
750 million worth of Eurobonds to repair economic
losses. Thus, the government debt / GDP ratio was
60.3%, which is quite close to the debt threshold.

The study of the debt portfolio of the
Government of the Republic of Armenia shows that:

e Refinancing risk is in manageable range

e nterest rate risk has been increasing in
recent years, but in 2021 indicators have improved
L are in manageable range

e In recent years, there has been exchange
rate risk, but in 2019-20 the indicators have
improved, and in 2020 the epidemic 44-day Artsakh
war forced the Government to raise benchmarks to
reduce management risks:
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